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IN THE MATTER of the Application of )

COLSTRIP COMMUNITY SERVICES COMPANY )  UTILITY DIVISION
for authority to Implement Ratesand ) DOCKET NO. 92.4.17

Service Rules for Sewer Service. ) ORDER NO. 5622a
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APPEARANCES
FOR THE APPLICANT:

Wayne Harper, Attorney at Law, Colstrip Community Services
Company, 40 East Broadway, Butte, Montana 59802.

FOR THE INTERVENORS:

Mary Wright, Staff Attorney, Montana Consumer Counsel, 34
West Sixth Avenue, Helena, Montana 59620.

FOR THE COMMISSION:

Denise Peterson, Staff Attorney, 1701 Prospect Avenue,
Helena, Montana 59620.

Ronald Woods, Utility Division, 1701 Prospect Avenue,
Helena, Montana 50620.

BEFORE:

Wally Mercer, Commissioner
Ted Macy, Commissioner
Danny Oberg, Chairman

BACKGROUND

1.0n April 10, 1992, Colstrip Community Services Company
(CCSC or Applicant) filed an application with the Montana Public
Service Commission for authority to implement sewer rates and
charges in its Colstrip, Montana service area. The Applicant
proposed the implementation of rates and charges that would
generate annual revenues of approximately $223,367.

2.0n October 7, 1992, after proper notice, the Commission

held a public hearing in the Moose Lodge, Colstrip, Montana. For

the convenience of the public two public comment sessions were



scheduled at the same location at 7:00 p.m., October 6, 1992 and
1:00 p.m., October 7, 1992.

3.0n October 6, 1192, the Commission held a public

hearing on CCSC's application to implement water rates preceding
this sewer rate application. For expedience and upon request and
agreement of the parties the Commission has incorporated the
relevant testimony from Docket No. 92.4.16 into Docket No.
92.4.17. The only change in the testimony is the substitution of
figures and calculations that pertain to the sewer operation.
FINDINGS OF FACT

4.During the public hearing the Applicant presented the

testimony and exhibits of:

George Thorson, Vice President CCSC

Thomas Matosich, Director - Utility Costs, Montana Power Co.
Patrick Corcoran, Director of Rates, Montana Power Co.

The Montana Consumer Counsel (MCC) presented the testimony and
exhibits of its rate analyst, Frank Buckley. The MCC also
sponsored the testimony of nine public withesses who are sewer
service customers of the Applicant.

5.CCSC is a service corporation providing contract
management and maintenance service to various clients. CCSC has
four clients: Rosebud County, Colstrip 1 & 2 partners, Colstrip 3
& 4 partners and Western Energy Company. CCSC provides property
management services to the private corporations and essential
services to the Town of Colstrip for Rosebud County. CCSC
manages residential and commercial properties in Colstrip, which
are owned by the nearby mining operations and the partners in the
Colstrip electric generating units. The property management
services provided by CCSC include sales and rental of property
and general maintenance of rental property.
6.CCSC provides the following essential Town services in
the unincorporated Town of Colstrip: street maintenance, street
lighting, visitor center, water service and sewer service. CCSC
is the operator of the sewer system owned by Rosebud County. The
service contract between the County and CCSC provides that all
responsibility for operating and maintaining the sewer facilities

rests with CCSC. The contract also provides that all revenues



received and expenses incurred in operating the public utility
belong to CCSC.

7.The physical plant of the sewer system owned by Rosebud
County and operated by CCSC was financed through special
improvement district (SID) assessments that were/are paid by
owners of properties in CCSC's service area. Rosebud County and
CCSC as its operator have no qualifying investment in utility

plant or facilities on which they may earn a rate of return.
Therefore, the Commission finds that it cannot afford CCSC the
generally accepted rate base treatment in determining reasonable
rates.

8.The parties to this Docket identified and presented

testimony on the following contested issues:

1) the appropriate basis for allocating mechanic shop and
warehouse expense as well as indirect administrative and general
costs to the sewer utility; and

2) the inclusion in rates of an operating margin.

9.During the hearing public witnesses provided testimony

that identified the following issues or concerns:

1) the citizens committee took exception to CCSC's proposed
cost-of-service and rate design;

2) public witnesses wanted the Commission to address the

issue of metering the water system so sewage assessments could be
based on water consumption; and

3) a public witness indicated that CCSC's cost-of-service

did not include sewage volumes from ground water pumps.
COST ALLOCATION

10.Because CCSC has multiple service contracts and service
functions, it incurs indirect (common) costs that require

allocation to the various service functions. Properly allocating
indirect costs to the sewer operation is necessary to develop a
meaningful financial statement. In its filing CCSC indicated

that during the test year it would incur total indirect costs in

the amount of $601,648.47.

11.CCSC proposed using a single factor allocation

procedure to assign indirect operating costs to the sewer utility
operation. To calculate its single allocation factor CCSC

developed the percentage of total direct sewer utility costs to



total direct costs of all CCSC operations. This proposed method
of cost allocation would assign 10.733% of the indirect costs to
the sewer utility. Use of this allocation percentage results in

a total indirect expense of $64,574.92 for the sewer utility
operation.

12.MCC's witness challenged the validity of the single

cost allocation factor chosen by CCSC. Mr. Buckley stated that
the costs allocated by CCSC were support costs. Therefore, no
correlative relationship existed between some of the direct
expenses used to allocate costs and the functions performed in
the indirect cost areas. To illustrate his position on non-
correlation between allocator and indirect expense, he pointed
out that the $130,000 cost of raw water has little, if any,
correlation to the work done in the mechanic (shop), warehouse or
administrative and general areas. (Prefiled testimony, Frank
Buckley, page 5)

13.MCC proposed use of an alternative single factor

allocation procedure to assign indirect operating costs to the
sewer utility operation, calculated using the percentage
relationship between total direct sewer utility labor costs to

total direct labor costs of all CCSC operations. This proposed
method of cost allocation assigns 13.61% of the indirect costs to
the sewer utility. Use of this allocation percentage develops a
total indirect expense of $81,884.35 for the sewer utility
operation.

14.In general, an allocation procedure does not rely upon

a single factor to assign all indirect costs incurred. A single
factor does not commonly have a correlative relationship to all
indirect cost categories assigned. Because each of the parties
prefiling testimony in this Docket proposed use of a single

factor allocation, the Commission asked numerous questions on the
topic to determine the reasonableness of the proposed allocation
procedures.

15.As requested, CCSC submitted a late-filed exhibit

showing the total square footage of the warehouse and yard used
in its operations. Included in this exhibit was the square

footage of these facilities dedicated to the water and sewer

utility operation, and the square footage of these facilities



dedicated to the other service operations. In the Commission's
view, a reasonable correlation exists between "Rent Warehouse"
and "Utilities Warehouse" and the square footage dedicated to
each of CCSC's service functions, as these two expenses are
dependent upon area.

16.Comparing the warehouse-yard square footage information

to the allocation percentages developed by the parties provides a
test of reasonableness for the allocations of "Rent Warehouse"
and "Utilities Warehouse." Calculated from the late-filed

exhibit, on a combined water-sewer utility basis, 20.1% of the
total square footage of the warehouse (including common area) is
dedicated to the utility operations. On a combined square
footage basis, the water and sewer operation utilizes 7.35% of
the total square footage of the combined yard-warehouse area.
17.CCSC provided combined water and sewer information in

its late-filed exhibit. Therefore, the Commission will equally
distribute the square footage percentages calculated in the
preceding finding between the water and sewer utility operations.
One-half of the warehouse percentage from the preceding finding
is 10.05%, and one-half of the yard-warehouse percentage is
3.675%. The factors calculated both by the MCC (13.61%) and CCSC
(10.733%) exceed the preceding percentage calculations.

18.The Commission finds that the Applicant and the MCC

have overstated the cost of "Rent Warehouse" and "Utilities
Warehouse" that should be allocated to this operation. Applying
the allocator of 3.675% (preceding finding) produces a "Rent
Warehouse" expense of $564.68 and reduces the Applicant's
proposed expense by $1,084.49. Using the 10.05% allocator
(preceding finding), "Utilities Warehouse" expense is $1,076.78,
a reduction of $73.19 from that proposed by the Applicant. The
Commission finds that CCSC's proposed operating expenses should
be reduced by $1,157.68.

19.In its operating statement CCSC indicated that it would

incur a company total of $38,593 for "Salaries Warehouse"
expense. CCSC indicated that this was an indirect expense
assignable to the sewer utility operation by allocation.

20.The Commission examined CCSC's witness, Tom Matosich,

on how salaries were charged to this indirect expense account.



As requested, Mr. Matosich reviewed a daily and weekly time sheet
of a CCSC employee. Entries showed that this employee worked two
hours at the warehouse; two hours on maintenance of Colstrip 1
and 2 properties; and 4 hours on maintenance of Colstrip 3 & 4
properties on one particular day. Mr. Matosich testified that

the two hours shown as warehouse would be charged to the
"Salaries Warehouse" account. Mr. Matosich also testified that
the daily time sheet discussed was representative of entries made
by other employees indicating that the expense should be charged
to the "Salaries Warehouse" account. When asked if the employee
time sheets which charged 2 hours to the warehouse gave any
indication that the employee had performed any duties associated
with sewer utility operations, the witness responded that it did

not.

21. The time card indicates that the employee worked 6

hours on the maintenance of properties owned by the Colstrip
Partners. It would be reasonable to assume that the time spent

at the warehouse was associated with fulfilling duties relating

to those maintenance projects. Mr. Matosich's explanation of the
time sheet entries indicates that the company has chosen to
charge all warehouse salaries to a common expense account,
ignoring its ability to directly assign these costs. A utility

wishing to recover a cost of providing service has an obligation

to demonstrate that the cost is attributable to the utility

operation. The Commission recognizes that some warehouse
salaries are attributable to the utility operation, but it would

be poor regulatory policy to allow a direct cost to be recovered
through an indirect assignment.

22.The Commission finds that the Applicant's request for

recovery of "Salaries Warehouse" should be denied. Denying
recovery of these salary expenses reduces the Applicant's
allocated sewer utility operating expenses by $4,142.19.

23.In the sewer utility operating statement CCSC has

charged the utility with $2,756.56 of warehouse materials or
10.733% of the total cost. On cross-examination on these
allocated costs, Mr. Matosich responded that it would be fair to
characterize warehouse materials as consumable items in the

warehouse not otherwise identified. Since CCSC proposes to



allocate this item of expense, the cost of these materials are

not tracked and assigned directly to a service function.

24.To ascertain where these materials would be reported

when used, Commission staff asked Mr. Matosich about "Maintenance
Request Reports" (MRs). Mr. Matosich indicated that it was
"possible or probable" that consumable items would be reported on
the MRs. He further indicated that, subject to check,
approximately 15% of MRs in 1990 and 1991 were for the water and
sewer.

25.Although not as closely correlative to the function as

square footage is to warehouse rent, the MRs give a better
indication of materials requirements for water and sewer than the
allocation factors of the parties. At least the MRs give some
indication of the maintenance activity level and the need for
materials in operating and maintaining the water and sewer
system.

26.The calculated MRs percentage of 15% is for both water

and sewer service functions. Therefore, the Commission will
distribute the calculated amount equally between water and sewer,
for an allocator of 7.5% for each. Substituting the Commission's
7.5% allocator for that of the Applicant produces a "Materials
Warehouse" expense of $1,926.22 and reduces the Applicant's test
year expenses by $830.34. The Commission finds this expense
reduction appropriate.

27.Based on the record, the previous adjustments to

indirect expense are all that can be made using correlative
allocators. The Commission must now decide an appropriate
allocation procedure for assignment of the balance of indirect
costs.

28.More than sixty-five percent of the remaining indirect

costs are salary related items. The Applicant's total direct

cost allocator does not appear to have as close a correlation to

the salary related items to be allocated as that of the MCC. The
MCC's proposed allocator is predicated on a direct salary
relationship that appears to have some correlation to the salary
costs yet to be assigned. The Commission will use the MCC's
allocator for purposes of allocating the remaining salary costs.

29.The MCC's proposed allocation factor is acceptable for



the salary related items. However, the Commission will not apply
it to the remaining non-salary related expenses.

30.1In previous findings the Commission has found that the
proposed allocation factors of the Applicant and MCC are
excessive or have no correlative relationship to the item being
allocated. Where the Commission has substituted a reasonable
allocator, the costs assigned by the Applicant and MCC have
exceeded the amounts calculated by the Commission. For many of
the non-salary related expenses still unassigned, the Applicant's
and the MCC's proposed allocators do not appear to have any
significant correlation. To avoid excessive allocations of non-
salary related expenses to the utility, the Commission will
develop a substitute allocation factor for the remaining indirect
costs that are not salary related.

31.The record does not provide the Commission with

sufficient information to develop reasonably correlative

allocation factors for each of the remaining indirect expenses.

To develop its alternative allocation method the Commission will
rely, in part, on information in previous findings that used
correlative factors to allocate three indirect expense accounts.
Where the Commission substituted a correlative factor for that of
the Applicant, the Applicant's proposed allocated expense
diverged from that calculated by the Commission. The allocated
costs found reasonable by the Commission compared to the
Applicant's proposed costs provides an indicator of the degree of
error between using correlative expense allocators and the single
factor of the Applicant. The Commission will develop an
allocation percentage using the degree of error between
Commission accepted expenses and those proposed by the Applicant.
32.The Applicant's allocator produces a cost of $5,555.36

for the expense accounts "Rent Warehouse, Utilities Warehouse,
and Warehouse Materials." The Commission's correlative
allocation factors for "Rent Warehouse, Utilities Warehouse, and
Warehouse Materials" produced a cost of $3,567.68. Dividing the
costs allocated by the Applicant ($5,555.36) into the costs found
appropriate by the Commission ($3,567.68) reveals that the
Commission's correlative allocators produced an expense level

equal to 64.221% of the proposed expense. If we multiply the



Commission's accepted expense level percentage by the Applicant's
allocation percentage of 10.733%, we obtain an allocation factor
that gives consideration to the percent of error between the
Commission's correlative factors and the single factor of the
Applicant. This procedure develops an allocation factor of
6.892%. The Commission developed allocation percentage will be
used for the remaining unassigned non-salary related indirect
costs. The Commission purposely omitted warehouse salaries from
this calculation since it is a cost that can be directly
assigned.
OPERATING MARGIN
33.CCSC has proposed that it be allowed an operating
margin. The Commission finds that CCSC has no investment at risk
in providing service to its subscribers. Therefore, pursuant to
generally accepted regulatory practices and prior Commission
denials of an operating margin when there is no rate base, the
Commission finds that CCSC should not be allowed a net income.
The Commission finds that the Applicant's revenue request in this
Docket should be reduced by $12,166.00.
34.Between now and the next rate filing with the
Commission, CCSC should meet with the staff of the PSC and MCC to
discuss alternatives to a net income proposal.

REVENUE REQUIREMENT
35.Based on the preceding findings, the Commission finds
that the Applicant is entitled to generate annual revenues of
$209,443.76 from its Colstrip, Montana sewer utility.
36.Applicant's accepted test year proforma operating and
maintenance expenses are summarized on the following schedules.
Schedule 1 presents the direct costs associated with operating
and maintaining the sewer utility and Schedule 2 presents the
indirect costs.

METERING

37.At the hearing customers commented on the need and
benefits of having a fully metered water system and the ancillary
benefits derived by the sewer utility. These customers indicated
that metering all connections would promote rate equity, provide
a conservation incentive, promote efficient resource management

and delay any potential need to expand plant capacities. The



Commission agrees with all of the reasons given by consumers for
having a fully metered water system and supports metering
programs for the same reasons. To the extent that metering of

the water system will indicate CCSC's customers' burdens on the
sewer system, the Commission finds metering to be beneficial. In
Docket 92.4.16 the Commission discussed and found some metering
of the system to be appropriate. The Commission will not burden
this Order with a reiteratation of the findings from Docket No.
92.4.16.

COST-OF-SERVICE/RATE DESIGN
38.The "Consensus Citizens Committee" objected to CCSC's
proposed cost-of-service and rate design. The committee
representative testified that it was the opinion of the committee
that CCSC's rate proposal placed an excessive cost burden on
small users. The Committee presented an alternative cost-of-
service and rate design for CCSC.
39.The Commission lauds the efforts of the committee in
presenting an alternative cost-of-service/rate design proposal
but finds that its proposal should be rejected. Under the
committee's proposal, the cost-of-service/rate design does not
segregate costs into "fixed" (costs that are not dependent on
usage) and "capacity" (costs that vary with water usage). The
committee's proposal assigns costs to customer connections based
purely on capacity determined by the potential flows of a
particular line size. The failure to segregate the costs into
fixed and variable cost components skews the rate design,
shifting a disproportionate share of the fixed cost obligation to
the larger capacity customers.
40.At the hearing the Commission was presented with
testimony that the Colstrip generating partners were operating
ground water pumps to prevent flooding of homes in certain areas
and discharging these volumes into the sanitary sewer system.
CCSC's witnesses stated that the volumes were indeed introduced
into the sewage system but had not been included in the cost-of-
service. The witnesses portrayed these water volumes as having a
negligible effect on cost of operating the sewer facility.

Because of this determination they decided not to include the

volumes in the treated sewage volumes for cost-of-service.



41.Even though these sewage volumes, in the opinion of the
witness, have negligible costs they cannot be ignored in the
cost-of-service. If the costs of treating and transporting these
volumes is ignored the other customers are required to shoulder
the cost burden. The costs of treating and transporting these
volumes should be recovered from the cost causer.
42 .Applicant should have quantified the costs incurred if
it believed that these volumes had a lower cost-of-service than
the average sewage discharge. Without this information the
Commission has no recourse but to include the ground water
volumes in the overall cost-of-service. Applicant has informed
the Commission that the ground water volumes average
approximately 10,000,000 gallons annually. The Commission finds
that in calculating cost of service for its sewer operation the
Applicant should include an additional 10 million gallons of
flow.
43.Except as otherwise provided in this order the
Commission accepts the Applicant's proposed cost-of-service and
rate design.
RULES OF SERVICE
44.As part of its rate application CCSC included its
proposed rules of service for the sewer utility operation. A
review of those rules reveals that some conflicts exist between
those filed by the Applicant and the Commission's general
administrative rules. CCSC has agreed to meet with staff of the
Commission and MCC to resolve those conflicts.

CONCLUSIONS OF LAW
1.The Applicant, Colstrip Community Services Corporation,
is a public utility as defined in Section 69-3-101, MCA. The
Montana Public Service Commission properly exercises jurisdiction
over Applicant's rates and service pursuant to Section 69-3-102,
MCA.
2.The Commission has provided adequate public notice and
an opportunity to be heard as required by Section 69-3-303, MCA,
and Title 2, Chapter 4, MCA.
3.The rates and rate structure approved in this order are
just and reasonable. Sections 69-3-201, and 69-3-330, MCA.

ORDER



NOW, THEREFORE, IT IS ORDERED THAT:

1.Colstrip Community Services Corporation shall file

sewer rate schedules which produce an annual revenue of
$209,443.76 for its Colstrip, Montana service area. The revenues
shall be generated by implementing rates and charges to all
customer classifications as provided herein.

2.The rates approved herein shall not become effective

until approved by the Commission.

DONE IN OPEN SESSION at Helena, Montana, this 10th day of
December, 1992, by a 3 - 0 vote.



BY ORDER OF THE MONTANA PUBLIC SERVICE COMMISSION

DANNY OBERG, Chairman

WALLACE W. "WALLY" MERCER, Vice Chairman

TED C. MACY, Commissioner

ATTEST:

Kathlene M. Anderson
Commission Secretary

(SEAL)

NOTE: Any interested party may request that the Commission
reconsider this decision. A motion to reconsider must
be filed within ten (10) days. See 38.2.4806, ARM.



